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FORMULAE that may be drawn upon in any relevant answer 


liquid assets 


Liquidit tio = ——_—___—_ x 100 
ary Pao = current debt 
: ; savings 
Savings ratio = 100 


net income 


; ; Annual debt commitments /12months 
Monthly debt service ratio = ; x 100 
Annual net income/12months 


FV = Pv(+i)” 


Future Value (FV) a 
Present Value (PV) = asp = FV(1+i)™” 


PMT[(1 +i)” — 1] 
FV of anannuity PMT, FV = ——= + 


; PMT[1—-(1+i)™] 
PV of anannuity PMT,PV = —=— ==" 


Ef fective interest rate,i = (1+ a)" =1 


PMT(1—(14+ 4)" 
PV of anannuity (PMT) using ef fectice rate, PV = ——— 


m 
Net Present Value (NPV) = PV(Future cash flows) — Investment today 


BBY a ps Sg Lee 
- °" Atri! a+r)? (1+r)" (1+1r)! 
Discount factor = Gan 
; : 1+1 
Infation adjusted real rate of return: = Tas¢ 


E(R) of a Portfolio, E(Rp) = > Share; X E(R;) 


i=A 


Standard deviation of returns: 


; (E(Rpi — Re 
Expected return on an entire portfolio, E(Rp) = Ry +, |__|, 
Oni P 
edad Nominal cash amount 
Real cash amount in time t = 


(1 + inflation rate)® 
2 
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FV 


PV of a bond,V = Gd+n 


CAPM Formula R; = Ry + Bi(Rm — Re) 


’ DPS 
Gordon’s Formula, share value now, Vo = a 
P Price per share Payout ratio 
E Earnings per share | r-g 


Regular Mortgage Payments C = PV/ [1-(1+i)exp-n]/} 


: Ry = Rr 
Sharpe index, Sl, = ae x 100 
Pp 
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PART A-— SHORT ANSWER QUESTIONS 
(Each question is worth 20 marks, for a total of 60 marks) 


Candidates MUST answer ANY THREE (3) of the following SIX (6) questions in 
the Answer Books provided, clearly labelling each question. 


Explain why derivatives were invented and how an investor should decide which type is 
best for her needs. 


How should someone decide how much debt they can afford when borrowing from a 
bank or investing in shares on margin? 


Compare and contrast direct property investment, indirect property investment and real 
estate focused managed funds. 


After studying the figures below, explain which fund should be the most attractive to a 45 
years old married couple with 3 school age children who intend to retire from work 
altogether in 15 years. Make clear what extra information is needed to give the best 
possible advice in this situation. 


Glossary - A: Average 3 year return 
B: benchmark (index) performance 
S: standard deviation of returns 
T: tracking error 


Fund; A B S T 
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Michael is 53 and earns $125,000 gross a year. His partner Leslie is 51 and earns 
$112,000 a year. They save about 10% of their joint income most years, but are prepared 
to live more frugally when they both retire in 12 years’ time. Assuming inflation averages 
4% a year and that the real time value of money is 2% a year, calculate the average extra 
monthly saving required from the couple in order to accumulate enough to fund their 
retirement at 75% of their current net income. Their average tax rate can be assumed 
to be 25% over the next 12 years. Assume the pair will both die on Michael’s 82" 
birthday. 


Using the figures below, calculate the payback period and the expected NPV for each of 
the four projects. Comment briefly on your results. 


The discount rate is 7% per year. Inflation is already taken into account. 


Project Name Deneb Vega Altair Cygnus 
Day 1 Outflow 250,000 | 2.5million 1.3million 800,000 
Year 1 Inflow nil (1.5million) | 300,000 400,000 
Year 2 Inflow 50,000 500,000 (500,000) 400,000 
Year 3 Inflow 200,000 ‘| 2million 800,000 400,000 
Year 4 Inflow 250,000 ‘| 3million 4million nil 
Annual Inflow in each | 250,000 _ | nil nil nil 

of years 5, 6 and 7 
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PART B: MULTIPLE CHOICE QUESTIONS 
(Each question is worth 2 marks for a total of 20 marks) 


Candidates MUST answer ALL TWENTY (20) Multiple Choice Questions on the Answer 
Sheet provided on Page 11 of this examination paper by circling the letter corresponding to 
the most appropriate answer to each question. 


Fred McGuigan tells his customers he treats financial plans and products as if they were 
burgers at McDonalds so that the menu is limited, the quality standard and the products 
invariant with the customer. You point out this is inconsistent with the Corporations Act. 
Why? 


a) The Act requires the provider of financial products and services to take into account 
the individual characteristics of the client 

b) The Act requires the seller to exercise the utmost due care in preparing products 
for sale 

c) The Act makes it illegal to treat financial plans as if they were food products 

d) The Act requires every customer to be issued with a product disclosure statement. 


2. Steffi is considering investing in her sister’s new oxygen bar outlet. The seed investment 
asked is only $50,000 for 50,000 $1 shares and Steffi will require each share to be worth 
$5 in 5 years time. What would be the annual rate of return if Steffi’s requirements are 


met? 

a) 500% 
b) 200% 
c) 80% 
d) 100% 


3. | What do all points on the efficient frontier have in common? 


a) They are ideal points, not real portfolios 

b) They are the best of all possible returns in the current state of the market 
c) Identical risk return ratios 

d) The capital market line is superior to every point on the frontier 


4. Because of inflation 


The effective rate of return exceeds the nominal rate 

The nominal return on a bond exceeds its real return 

The interest yield on a bond always exceeds its nominal or coupon rate 
The yield to maturity always exceeds the inflation rate 


ao 


~~ 
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For any capital market, the risk premium represents 


a) The extra cost of undertaking systematic risk rather than unsystematic risk 

b) The price of alpha risk minus the price of beta risk 

c) The difference between the return on investing on the efficient frontier and the 
return on the risk free investment 

d) The price of beta risk 


In a stock market which is only efficient at the semi strong level, it is possible to do better 
than the market average by profiting from 


Inside information 

Detailed fundamental analysis of the firm 
Studying past patterns in price movements 
Good luck only 


ao 


~~ 


A major factor in the decision whether to sell or rent out an investment property is 


a) The prospect of large capital gain from holding on to the property a while longer 

b) Whether the net rental return on the cost of the property exceeds the return on the 
total capital market portfolio 

c) The ease with which reliable tenants can be found willing to pay a rent that yields 
a positive net return 

d) Whether or not the expected future rise in property rises will be proportionately 
higher or lower than the expected associated rise in rents 


If you own a house for 10 years, live in it for the first 5 and rent it out for the second half, 
then if you sell it for 400,000 more than you bought it ten years ago, you will pay capital 
gains tax on how much, ignoring the CGT discount for longer term holding 


a) $400,000 
b) $200,000 
c) $300,000 
d) $250,000 


For managed funds the active value style relative to the active growth style is more 


Influenced by historical information 

Influenced by growth prospects of the fund 

Influenced by exactly the same things as influence a growth fund 

Influenced by the underlying values of the securities comprising the fund as at the 
date of valuation 


252.2 


10. 


11. 


12; 


13. 


14. 
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A fund with a high tracking error 


a) Is highly correlated with its benchmark index 

b) Deviates in return quite significantly from the index by which it is benchmarked 
c) ls abad investment, other things being equal 

d) Deviates quite significantly from its own long term mean value 


What is novation when done by the ASX for options contracts? 


a) Substituting ASX itself as the counter party in all transactions to give the other party 
confidence that the deal will be honoured 

b) ASX guaranteeing the seller/buyer will honour the option obligation 

c) ASX holding title to any dishonoured or unfulfilled contract 

d) Novation means replacing 


The main difference between gambling at poker or roulette and undertaking leveraged 
investments such as buying forex on margin is that 


a) |The amount you can lose in gambling is limited to your stake but there is no such 
limit for leveraged investments 

b) | Leveraged investments should perform in a more predictable way than the roulette 
wheel or the poker dealer 

c) Buying securities or currency on margin enables bigger relative gains to be made 
than are possible in poker or roulette 

d) No real difference in substance- only in social respectability 


If you strongly believe that shares of CIQ will fall in the next three months then your 
best type of derivative to buy now is 


a) Asix month futures contract on CIQ shares 
b) Athree months call option on CIQ shares 
c) A put option on CIQ shares 

d) A straddle option on CIQ shares 


The purpose of severity limitations in insurance contracts is to limit 


) The severity of the damage wrought by the hazard insured against 
) The liability of the insured party 

) | The moral hazard implicit in any insurance transaction 

) | The proportion of the risk transferred from the insured to the insurer 


a0 0 ® 
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15. Moral hazard is especially associated with insurance because 


16. 


17. 


18. 


a) 
b) 


Cc) 
d) 


Insurance contracts require full disclosure of relevant facts but people often try and 
evade this requirement 

It is assumed that people will be more careless to guard against risks when they 
are insured against damage resulting from the risk eventuating 

It is assumed that people taking out insurance do so intending to claim on it 
People cannot be trusted to be honest these days relative to the historical period 
when insurance contracts were first generally available two centuries ago 


Payback period is a good technique for choosing a project or investment with the smallest 
risk because it shows us which one of the projects or investments will 


oo » 
~~ —> 


he 


Deviate least from its average expected return 
Return us our investment outlay fastest 

Have the least alpha risk 

Be most profitable over the life of the project 


Ahmad earns $100,000 a year and plans to retire in 20 years’ time. How much life 
insurance should he take out now to protect his family against loss of his earnings during 
the next 20 years, under the simple multiple approach? 


) 
) 
) 
) 


a0 0 9 


2 million 

1.5 million 

100,000 

Impossible to give any advice on this limited information 


The trustees of superannuation fund want to use some of the dividend income received 
by the fund to buy a rest hotel for the exclusive use of members. Which test under the 
relevant regulations, such as the Superannuation Industry Supervision Act 1993, would 
this purchase fail? 


The in house assets rule limiting in house assets to 5% of fund asset value in total 
The ‘arms length’ test as the purchase may not be at fair market value 

The sole purpose test as all investments must be for the sole purpose of providing 
retirement benefits, but most members of the funds will not yet have retired 

The conflict of interest rule preventing trustees from also being beneficiaries 
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19. How much of a man’s Transfer-To-Retirement designated income is subject to income 
tax after reaching age 60? 


20. 


None 

All 

50% 

It depends entirely on his other income levels 


What is limited by the $1.6 million balance transfer cap introduced in 2017? 


The amount of money that can be withdrawn as a lump sum from the accumulation 
part of a super fund 

The tax free amount of the superannuation fund when taken out by the member on 
or after retirement age is reached 

The amount of money in superannuation funds that can be converted from 
accumulation mode to pension mode 

The amount of money that be converted from final benefit to accumulation mode 
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NAME: 


STUDENT NUMBER: 


SECTION B — MULTIPLE CHOICE ANSWER SHEET 


Candidates MUST answer ALL TWENTY (20) Multiple Choice questions by circling the letter 
corresponding to the most appropriate answer to each question. 


Question Please Circle your answer 

1. A B C D 
2. A B C D 
a A B C D 
4. A B C D 
5. A B C D 
6. A B C D 
7. A B C D 
8. A B C D 
9 A B C D 
10. A B C D 
11 A B C D 
12. A B C D 
13. A B C D 
14. A B C D 
15. A B C D 
16. A B C D 
17. A B C D 
18. A B C D 
19. A B C D 
20. A B C D 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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